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the average outstanding principal obli-
gation of the loan for the period from 
the date of the insurance endorsement 
to one year following the date of the 
first principal payment. 

(c) Annual insurance premium. Until 
the note is paid in full, or until the 
loan is assigned to the Commissioner, 
or until the contract of insurance is 
otherwise terminated with the consent 
of the Commissioner, the lender, on 
each anniversary of the date of the 
first principal payment shall pay an 
annual loan insurance premium equal 
to one percent of the average out-
standing principal obligation of the 
loan for the year following the date on 
which such premium becomes payable. 

(d) Method of premium payment. Pre-
miums shall be payable in cash or in 
debentures of the General Insurance 
Fund at par plus accrued interest. All 
premiums are payable in advance and 
no refund can be made of any portion 
thereof except as provided in this part. 

(e) Calculation of premiums. The pre-
miums payable on and after the date of 
the first principal payment shall be 
calculated in accordance with the am-
ortization provisions without taking 
into account delinquent payments or 
prepayments.

§ 241.805a Mortgagee’s late charge. 

Mortgage insurance premiums which 
are paid to the Commissioner more 
than 15 days after the billing date or 
due date, whichever is later, shall in-
clude a late charge of 4 percent of the 
amount of the payment due, except 
that no late charge shall be required 
with respect to any case for which HUD 
fails to render a proper billing to the 
mortgagee.

§ 241.815 Termination of insurance. 

(a) Prepayment in full. The contract of 
insurance shall be terminated if the 
loan is paid in full prior to its matu-
rity. Notice of the prepayment shall be 
given to the Commissioner, on a form 
prescribed by the Commissioner, with-
in 30 days from the date of the prepay-
ment. The insurance termination shall 
become effective as of the date of the 
prepayment, or 30 days prior to the 
Commissioner’s receipt of the prepay-
ment notice, whichever is later. 

(b) Voluntary termination. The con-
tract of insurance shall be voluntarily 
terminated upon receipt by the Com-
missioner of a written request, on a 
form prescribed by the Commissioner, 
by the borrower and the lender for such 
termination, accompanied by a submis-
sion of the original credit instrument 
for cancellation of the insurance en-
dorsement and the remittance of all 
sums to which the Commissioner is en-
titled. The termination shall become 
effective as of the date these require-
ments are met.

§ 241.825 Pro rata refund of insurance 
premium. 

Upon termination of a loan insurance 
contract by a payment in full or by a 
voluntary termination, the Commis-
sioner shall refund to the lender for the 
account of the borrower an amount 
equal to the pro rata portion of the 
current annual loan insurance pre-
mium theretofore paid which is appli-
cable to the portion of the year subse-
quent to the effective date of the ter-
mination.

RIGHTS AND DUTIES OF LENDER UNDER 
THE CONTRACT OF INSURANCE

§ 241.830 Definition of default. 
(a) If the borrower fails to make any 

payments due under or provided to be 
paid by the terms of the note or secu-
rity instrument, the note shall be con-
sidered in default for the purposes of 
this subpart. 

(b) The failure to perform any other 
covenant under the note or security in-
strument shall be considered a default: 
Provided, The lender, because of such 
default, has exercised its rights under 
the note or security instrument and ac-
celerated the debt. 

(c) The failure to make any payment 
or to perform any covenant under the 
first conventional note and mortgage 
by reason of which the holder thereof 
declares a default as evidenced by for-
mal written declaration of said default 
to the Commissioner and the lender by 
the holder of the first note and mort-
gage, shall be considered a default 
under the insured loan. 

(d) If such defaults as defined in para-
graphs (a), (b), and (c) of this section 
continue for a period of 30 days, the 
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lender shall be entitled to receive the 
benefits of insurance hereinafter pro-
vided.

§ 241.840 Date of default. 
In computing loan insurance bene-

fits, the date of default shall be consid-
ered as: 

(a) The date of the lender’s accelera-
tion of the debt because of the bor-
rower’s uncorrected failure to perform 
a covenant or obligation under the 
note or security instrument; or 

(b) The date of the first failure to 
make a monthly payment which subse-
quent payments by the borrower are 
insufficient to cover when applied to 
the overdue monthly payments in the 
order in which they become due. 

(c) The date of the lender’s accelera-
tion of the debt because of the bor-
rower’s default under the first conven-
tional note and mortgage.

§ 241.850 Notice of default. 
(a) If the default is not cured within 

the 30 day grace period, as defined in 
§ 241.530(d), the lender shall, within 30 
days thereafter, notify the Commis-
sioner in writing of such default. 

(b) The lender shall give notice in 
writing to the Commissioner of the 
failure of the borrower to comply with 
any covenant or obligation under the 
security instrument or note regardless 
of the fact that the lender may not 
have elected to accelerate the debt.

§ 241.860 Commissioner’s right to re-
quire acceleration. 

Upon receipt of notice of the failure 
of the borrower to comply with any 
covenant or obligation under the secu-
rity instrument or note, or under the 
conventional note and mortgage, the 
Commissioner may require the lender 
to accelerate payment of the out-
standing principal balance due.

§ 241.865 Election by the lender. 
Where a real estate mortgage, or 

other security instrument has been 
used to secure the payment of a loan 
made under the provisions of this sub-
part and subpart C of this part, the 
lender may either elect to assign the 
loan to the Commissioner in exchange 
for the payment of insurance benefits 
or may exercise its rights under the 

note and security instrument in lieu of 
making a claim for insurance benefits. 
If the lender elects the latter course, 
the Commissioner shall be so notified 
and the contract of insurance shall be 
deemed terminated upon the date of re-
ceipt of such notification.

§ 241.875 Maximum claim period. 

Notice of intention to file claim on a 
form prescribed by the Commissioner 
shall be filed within 45 days after the 
lender becomes eligible for the benefits 
of the loan insurance, or within such 
later time as may be agreed upon by 
the Commissioner in writing.

§ 241.880 Items to be delivered on sub-
mitting claim. 

Within 30 days after the filing of the 
notice of intention to assign the loan 
to the Commissioner, or within such 
further period as may be agreed upon 
by the Commissioner in writing, the 
lender shall deliver to the Commis-
sioner: 

(a) The fiscal data pertaining to the 
loan transactions; 

(b) Receipts covering all disburse-
ments as required by the fiscal data 
form; 

(c) The original note and any secu-
rity instrument or instruments which 
shall be assigned to the Commissioner 
without recourse or warranty, except 
that the lender must warrant that no 
act or omission of the lender has im-
paired the validity and priority of such 
security instrument or instruments 
that the security instrument or instru-
ments are prior to all mechanics’ and 
materialmen’s liens filed of record sub-
sequent to the recording of such secu-
rity instrument or instruments regard-
less of whether such liens attached 
prior to such recording date, and prior 
to all liens and encumbrances which 
may have attached or defects which 
may have arisen subsequent to the re-
cording of such security instrument or 
instruments, except such liens or other 
matters as may be approved by the 
Commissioner, that the amount stated 
in the instrument of assignment is ac-
tually due and owing under the secu-
rity instrument or instruments, that 
there are no offsets or counterclaims 
thereto, and that the lender has a good 
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